




























































































































































loan terms, to impose expenditure restraints and to 
restructure economic priorities. 

A third alternative, apparently considered 
but not adopted, was for the U.S. Government to set 
up a special program to accept some of the surpluses, 
guarantee their repayment, and in turn make loans to 
other countries.  A variation was considered where the 
U.S. Treasury would develop a special debt instrument 
for about $12 billion that certain OPEC members could 
invest in with the proceeds used to finance the U.S. 
Federal debt.  This was not accepted by the OPEC 
members (15i, T^) . 

When the first three alternatives appeared to be 
unacceptable to OPEC, the U.S. private banking sector 
began to accept deposits of the surpluses and re- 
loaning where they could.  This activity was con- 
sistent with encouraging profit making in the U.S. 
private sector.  The OPEC depositors received the 
same benefits as other bank depositors involved in 
international operations.  Such banks are generally 
members of the Federal Reserve System and their 
operations are audited and reviewed, hj 

This alternative seemed to be readily accepted and 
worked satisfactorily through the first 2 1/2 years, 
according to an analysis by the International Fin- 
ance Corporation, a World Bank affiliate (21).  The 
analysis in mid-1976 stated that "private banking 
loans from U.S. and European Banks to the developing 
countries have becom.e the single most important 
element in the flow of international resources to the 
major developing economies." The conviction developed 
that the balance of payments deficits of oil-importing 
countries had been financed more easily than was ex- 
pected, in part due to the ability of U.S. banks. 

4^/ The Secretary of State recognized that the 
banking system could soon become overextended and 
proposed that a $25 billion "safety net" international 
recycling fund be established to help importing coun- 
tries obtain energy loans to cover their oil de- 
ficits. This proposal was, however, neither fully 
developed nor implemented (53). 
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Total assets and liabilities of American banks' for- 
eign branches rose from $78 billion in 1972 to $176 
billion in 1976.  The increase exceeded the rise in 
the domestic money supply in the 4-year period. 

In a broader context, it appears that foreign 
loans made by the world's private banks increased from 
$100 billion in 1969 to $548 billion in 1976.  Swiss 
banks accounted for $56 billion of the loans out- 
standing at the end of 1976, while French banks had 
$42 billion and German banks had loans of $22 billion. 
U.S. banks and their overseas branches were the lar- 
gest single-country lenders with $207 billion. _5/  In 
turn, foreign deposits in U.S. banks and their foreign 
branches and in U.S. Treasury paper grew rapidly, from 
less than $60 billion in 1969 to $280 billion at the 
end of 1976. 

¿/ In 1969, U.S. banks loaned $27 hMlion to other 
countries. 

72 



APPENDIX 3 

Policy Statements Regarding Inward Investment 

A.  Peter Flanigan's statement to the House 
Subcommittee on Foreign Economic Policy 

The Chairman of the Council on Inter- 
national Economic Policy further ampli- 
fied on the U.S. open door policy as 
follows: (13)  We have offered foreign in- 
vestors no special incentives to attract 
them to the U.S. and, with a few inter- 
nationally recognized exceptions, have 
imposed no special barriers.  Such a 
policy has been consistent with our over- 
all dedication to free and fair inter- 
national trade, nondiscrimination amongst 
foreigners, and encouragement of com- 
petition from all sources.  It is also 
consistent with our obligation under the 
OECD (Organization for Economic Cooper- 
ation and Developm.ent) Capital Movements 
Code and is reflected in bilateral trea-. 
ties of Friendship, Commerce and Navi- 
gation with most of our major trading 
partners.  It also accords with the recom- 
mendations of the President's Commission 
on International Trade and Investment 
Policy (the Williams Commission) which 
noted in its July 1971 report that; 

We endorse the traditional U.S. open door 
to foreign direct investment in the United 
States.  The U.S. has much to gain from 
an inflow of foreign resources:  new job 
opportunities, the fruits of foreign 
technology and know-how, and short-term 
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balance of payments benefits.  It is 
essential that we treat foreign investors 
in the same manner as we expect and press 
other host countries to treat U.S. 
Investors." 

Mr. Flanigan expanded on the policy and described 
the reasons for the policy as follows in the same 
testimony: 

1, A policy that wêlcopes foreign 
investment in the Unj.ted States is 
consistent with our overall efforts to 
promote an open, nondiscriminatory, and 
fair international economy.  The world 
could retreat into the economics nation- 
alism which led to a brealcdown of the 
international economy in the 1930^s.  Any 
new restriction would not only be contrary 
to our overall policy of liberalizing 
international investment but would repre- 
sent the very type of nationalistic policy 
that we are trying to dissuade other na- 
tions from adopting. 

2. Foreign investment in the iJn i ted 
States is not a slgnificrant factor when 
compared mth the vast size of our econ- 
omy.  It has no signif^icant ef Eect on 
stggregate demand, aggregate employment, 
and the implem^entation of our macro- 
economic policy.  For^^^ample, at the end 
of 1973, for-eign direct investment in the 
United States was around $1& bullion and 
the growth in such investment in 1973 was 
only 2 percent of the amount spent in the 
United States on business plants and 
equipment.  By contrast a recent study 
shows that the united States is respon- 
sible for 10 percent of the gross plant 
and equipment invested in the European 
Economic Community and 20 percent in the 
United Kingdom.  in addition, foreigners 
do not control any sector of our economy 
as is the case in many other nations. 
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3. The size of foreign investment in the 
United States has, over the past decade, 
fluctuated considerably.  During the 
period from 1962 to 1972 it averaged $675 
million and varied from a low of $257 
million in 1966 to a high of $1.4 billion 
in 1970.  This was followed by a sharp 
drop to under $400 million in 1971 and a 
rise to just above $700 million in 1972. 
Estimates for 1973 range from $2 billion 
to $2.5 billion.  Therefore while there 
was a sharp increase in 1973 over 1972, we 
should not make any dramatic change in our 
traditional policy on the basis of data 
for 1 year alone. 

4. We already have substantial power 
under existing laws to take necessary 
action should foreign investment threaten 
our national security.  For example, De- 
fense Department regulations make it 
virtually impossible for a foreign- 
controlled firm to engage in classified 
defense work. As an example, you only 
need to look at the offer of purchase that 
was published in connection with the re- 
cent foreign bid to take over Ronson which 
pointed out the problems that a foreigner 
acquiring a firm would run into under the 
Federal Aviation Act, the Communications 
Act, and the Department of Defense's re- 
gulations.  The President has the power 
during a war or in emergency under the Ex- 
port Administration Act to prevent a drain 
of our scarce raw materials. 

5. There is a real danger that a more 
restrictive U.S. policy would have a major 
effect on the investment climate in na- 
tions where our companies have very sub- 
stantial interests.  U.S. investors have 
between $95 billion and $100 billion in 
direct investment abroad which means that 
the United States owns 6 1/2 times as 
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much of other countries assets and re- 
sources as foreigners ovm  of our own.  To 
look at it another way, U.S. companies own 
about 5 percent of total corporate assets 
in Europe while European corporations own 
about one-fourth of 1 percent of U.S. 
corporate assets. Any restrictions by the 
united States could result in a serious 
deterioration in the way our companies are 
treated abroad. 

Flanigan described the exceptions to the open door 
policy as follows: 

We have legislation which imposes 
restrictions on foreign investment in 
certain sectors of the economy which have 
a fiduciary character, which relate to the 
national defense or which involve the ex- 
ploitation of natural resources.  The most 
important sectors affected are coastal and 
freshwater shipping, domestic radio com- 
munications, atomic energy, domestic air 
transport, exploitation of Federal mineral 
land and hydroelectric power.  The 
restrictions are generally accepted 
internationally as appropriate exceptions 
to national treatment and are incorporated 
into most of our bilateral treaties. 
Additionally, several States impose 
restrictions for foreign investment, 
particularly in banking, insurance, and 
land ownership. 

B.  Gerald Parsky's statement to the Senate 
Committee on Foreign Commerce and Tourism 

Speaking for the Administration, assistant 
Secretary of the Treasury, Gerald Parsky frequently 
encouraged that "the U.S. policy should be aimed at 
luring, not discouraging, investments in the U.S. as 
a means of returning home som.e of the dollars being 
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spent on oil purchases" (38).  This takes two di- 
mensions; (1) encouraging the Persian Gulf countries 
to invest directly in the United States and (2) en- 
couraging Persian Gulf countries and U.S. bu- 
sinessmen to work together, in developing those 
countries.  The increased movement of foreign money 
into U.S. Treasury paper and other American assets 
however, can create some problems in the world ec- 
onomy.  For instance, the money may have been used in 
Europe, Japan, and the Third World to stimulate ec- 
onomic recovery from recession.  While the U.S. ec- 
onomy directly benefited from, the investment, it is 
also dependent on economic stability and growth in 
other countries or vulnerable to recessionary trends 
in other economies. 

C.  James Needham's statement to the Senate 
Committee on Foreign Commerce and Tourism 

The chairman of the New York Stock Exchange in 
reacting to interests that would have had the United 
States remain neutrai or even discourage foreign 
investment stated that economists employed by the 
Exchange foresaw a potential $650 billion capital 
shortfall between 1975 and 1985 (32). 

The savings potential in the U.S. economy 
through 1985 from all domestic sources is 
estimated at something over $4 trillion 
but over the same period, capital demands 
are likely to reach a cumulative total of 
around $4.7 trillion.  Thus, there will 
likely be a shortfall of about 13 percent 
of the average demands for funds over the 
period.  If this gap is not filled it will 
have a particularily severe impact on do- 
mestic business activity, on the position 
of the United States in international 
economic affairs and ultimately on the 
standard of living and quality of life in 
the United States. 
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Econoiníc Concepts and Effects of the Policy 

The neutral or open door policy of the U.S. toward 
foreign investment follows the general policy of free 
and competitive world trade and investment as well as 
a competitive internal economic policy.  The U.S. pol- 
icy follows the principal of comparative advantage: 
Countries and regions specialize in production and 
distribution of goods and services for which they have 
the greatest relative advantage, i.e., lowest op- 
portunity cost. 

The principle of comparative advantage, however, 
has limitations where sovereign nations seek to fur- 
ther their own economic, political, military, and 
national security interests.  Many potential impedi- 
ments are created by national laws and regulations as 
well as by international agreements.  Some countries 
have centrally planned and administered economies and 
engage in limited world trade. They may limit their 
trade and aid to other countries with similiar 
outlook.  However, given their need for technology 
and agricultural products in years of low production 
and subsequent foreign debt, they have need to further 
their international trade. 

Sovereign nations have various import, export, and 
banking laws that can be used, modified, or supple- 
mented as conditions change.  The large increase in 
oil prices and subsequent smaller increases created a 
disequilibrium that could be expected to cause var- 
ious countries to react with different policies. 

Given the many changes from the oil price in- 
creases, a general equilibrium framework is useful as 
a guide to description and analysis.  The starting 
premise is a world economic system in equilibrium in 
trade, internal country production, and rates of ec- 
onomic growth.  There was disequilibrium in the real 
world in the sense that there was a large surplus of 
U.S. dollars. Nonetheless, the oil price advances for 
most countries increased uncertainty over economic 
stability; particularly in the more developed coun- 
tries, which were major world trade participants.  The 
resulting increase in income for a few countries 
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and thé increased uncertainty for other countries 
changed equilibruim conditions. These changes 
influenced both expansive and restrictive economic 
processes• 

The increased foreign exchange income to OPEC 
members meant that they were able to procure goods 
and services not previously available in their own 
countries. Countries that purchased oil and in cus- 
tomary or increasing quantities were worse off if they 
could not increase their exports or attract inward 
foreign investment of a sufficient magnitude to cover 
added import costs.  If they incurred balance of pay- 
ments deficits, they needed to compensate for them 
from previously accumulated balances or, if not avail- 
able, to reduce imports or to increase borrowing. 
Without internal adjustments to reduce dependence on 
imports or to increase exports, oil-importing coun- 
tries could expect the costs of goods and services to 
increase.  The added costs would further add to the 
inflationary bias that was established as part of the 
general equilibrium state in world trade prior to the 
oil price increases. 

Increased inflation may arise from business firms 
operating at less than full capacity which is in turn 
associated with decreased employment or, in some sit- 
uations, with firms operating at full capacity but 
still unable to meet consumer demand.  Should oil- 
importing countries be unable to decrease imports or 
to increase exports to meet import costs, they would 
probably realize higher rates of unemployment and 
inflation. 

The countries that are leaders in world trade 
generally have the most highly developed banking 
systems and are the major world lenders.  If the oil- 
exporting countries were unable or unwilling to lend 
to countries with balance of payments deficits, the 
leader countries might be expected to do so to main- 
tain a high level of world trade.  If the level of 
borrowing became too great after the large oil price 
increase, some balance of pa3mients deficit countries 
could be expected to default on principal and in- 
terest repayments. This could create problems in the 
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international banking system and subsequent problems 
in the home countries of the large international banks 
unless the banks were successful in their customary 
policy of geographically diversifying their risks as 
lenders. 

Under a system of perfectly functioning floating 
currency exchange rates, the prices of goods and 
services in the export market should decrease for 
countries with balance of payments deficits.  If the 
international prices for a country's goods and ser- 
vices decline and dom.estic demand decreases, in- 
flation and unemployment rates should decrease un- 
less there is considerable structural unemployment as 
was the case in the United States. 

However, other countries will also try to increase 
exports to improve their own economic position.  Such 
attempts can foster three effects.  First, "trade 
wars" can develop and export prices drop so that in- 
dividual exporting countries are not as well off as 
they would have been.  Export subsidies may be used by 
individual countries in an effort to increase exports 
which adds to trade "wars" waged by individual firms. 
Secondly, individual countries may choose to impose 
import tariffs or embargos to decrease imports.  Both 
of these actions, either singly or together generally 
depress world trade.  Countries then require internal 
restructuring to decrease personal consumption and to 
increase the developm^ent of natural resources, export 
of manufactured goods etc., if they are to improve 
their economic position.  Such restructuring aids the 
establishment of a new equilibrium where floating ex- 
change rates again effectively function.  Third, com- 
petition restructuring could occur to cheapen exports 
thereby violating the initial assumptions that ex- 
change rates will bring trade into equilibrium. 
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APPENDIX 4 

Legislative Proposals 

The projected size of the OPEC surplus, the 
desirability of investing in the United States and 
possible secondary effects of other countries invest- 
ing in the United States were associated with numerous 
Federal legislative proposals in 1974-75. The World 
Bank projections on the size of the surpluses were 
used in Senate Commerce Committee hearings to 
encourage the establishment of a U.S. review agency on 
foreign investment in the United States.  Such an 
agency would have apparently reviewed investments in 
the food system and agriculture as well as in all 
other industries.  Senator Howard Metzenbaum observed, 
in widely publicized testimony, that, based on 
June 24, 1974* closing prices on the New York Stock 
Exchange, $46.8 billion or about 75 percent of the $60 
billion surplus would have been sufficient to acquire 
51 percent of the voting stock in 11 key American 
corporations (63). Ij    He also observed that it is 
usually possible to purchase a much smaller percentage 
to gain control and thus the surplus could have 
probably bought control of an additional 10 key U.S. 
corporations. 2/  (Saudi Arabia publicly denied any 
intent to buy up U.S. companies). Metzenbaum 

l_l    The Senator included the following companies in 
the possible purchase list:  International Telephone 
and Telegraph, General Motors, International Business 
Machines, United Airlines, U.S. Steel, Xerox, General 
Dynamics, Lockheed, Boeing, Dow Chemical, and American 
Telephone and Telegraph. 

Tj    The additional companies included:  Texaco, 
International Harvester, Alcoa, Campbell Soup, Inter- 
national Paper, Kennecott Copper, Goodyear, Singer, 
Colt Industries, and Howard Johnson, 
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concluded by calling for an analysis of the effects of 
the sudden and massive shift of money to OPEC, a phe-^ 
nomenon, he said, without precedent in the world of 
commerce. 

To further illustrate the size of the OPEC sur-  , 
plus, and potential purchasing power, the $60 billion 
surplus represented about one-fourth of the calculated 
value of all U.S. farmland in 1974.  Using conven- 
tional financing of one-fourth equity and three- 
fourths debt, the surplus would have been enough to 
purchase all U.S. farmland.  This of course ignores 
the predictable impact of capital investments of this 
magnitude on increasing asset prices. 

Since introduced bills often contain several ob- 
jectives and thousands of bills are introduced each 
year, it was not possible to enumerate all that re- 
lated to foreign investment.  Of those bills that were 
reviewed, no particular pattern was observed between  - 
content concerns of the House and Senate. , 

This section gives an indication of the intent or 
objectives of those bills that were clearly identi- 
fiable as dealing with foreign investment.  Some of 
them advanced to the subcommittee hearing stage. 3/  ' 
Some overlapped in general objectives while speciTic  . 
provisions were often different. Several would have 
made major alterations in the Nation's traditional 
open door policy toward foreign investment. Most of 
the bills would have had some impact on agriculture 
and the food and fiber system. ' 

Banking and Shipping; 

To impose moderate controls on foreign banks in 
the U.S. 

3_/ None of the bills, however, advanced though 
Congress to become law.  Most were strongly opposed by 
the Department of the Treasury, which was concerned 
with not discouraging OPEC from investing in the 
United States, to help with our balance of payments, 
and to fund the increasing Federal debt. 
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To amend the 1961 Jones Act Shipping Law to ban 
more than 25-percent foreign ownership of the U.S. 
fishing fleet. 

To impose strong Federal curbs on foreign banking 
in the United States. 

To restrict foreign bank activities in most cases 
to those permitted to domestic banks. 

Reporting, Registration, and Prior Approval; kj 

To require a petrodollar reporting system to track 
worldwide movements of surplus dollars from OPEC. 

To require registration of all foreign investors 
in the United States, to provide strong enforcement of 
registration requirements, but not to ban alien 
holdings. 

To set up a Foreign Investment Control Coiranission 
to bar alien ownership in areas deemed vital to U.S. 
economic security or national defense. 

To register, review, and restrict foreign 
investment. 

To require review of all foreign investments in 
U.S. natural resources and require notification and 
prior U.S. Government approval of proposed purchases. 

To screen foreign investors in publicly traded 
U.S. companies worth more than $1 million in assets. 
Purchases of more than 5 percent of such firms would 

kj    Many of the bills authors' noted the much 
tighter prior approval and restrictions that other 
countries apparently have on foreign investment.  Some 
bills were heavily influenced by the concerns of the 
legislators' constitutents; public reactions to 
foreign investment tends to vary by industry, 
geographic area, and country of origin.  Several State 
development agencies have offices in other countries 
where they aggressively seek foreign investment. 
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have required Federal approval if deemed against the 
national interest. 

To set up a Foreign Investment Administration to 
report quarterly and annually on alien investment and 
disclosure of all foreign holdings of:  (1) 5 percent 
or more of any publicly traded company, (2) 10 percent 
or more in privately held U.S. firms, (3) real estate 
worth $50,000 or more, and (4) to require disclosure 
of foreign purchases of U.S. Government securities 
exceeding $1 million.  Strong enforcement powers were 
proposed in order to compel reporting. 

Percentage of Alien Ownership: 

To ban more than 49 percent alien ownership of 
U.S. firms with 100 percent ban on alien holdings in 
firms Involving national security. 

To ban aliens from ownership of U.S. companies 
within defense or energy industries. 

To bar aliens from owning more than 5 percent of 
U.S. corporations. 

To bar any petroleum-exporting country from 
gaining controlling interest in a U.S. oil production, 
refining, or distribution facility. 

To ban foreign government investment in such areas 
as U.S. defense and public media and to require the 
U.S. Government to pass on all impending foreign 
investment in U.S. companies or real estate over a 
certain size. 

Regulatory; 

To establish a Foreign Investment Regulatory 
Commission to control alien ownership of U.S. firms 
concerned with U.S. economic independence. 

* U. S.  GOVERNMENT PRINTING OFFICE : 1980      310-947/FSCS-^ 
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THIRD CLASS 

Economics, Statistics, and Cooperatives Service 

The Economics, Statistics, and Cooperatives Service (ESCS) collects 
data and carries out research projects related to food and nutrition, 
cooperatives, natural resources, and rural development. The Economics 
unit of ESCS researches and analyzes production and marketing of 
major commodities; foreign agriculture and trade; economic use, con- 
servation, and development of natural resources; rural population, 
employment, and housing trends, and economic adjustment problems; 
and performance of the agricultural industry. The ESCS Statistics unit 
collects data on crops, livestock, prices, and labor, and publishes official 
USDA State and national estimates through the Crop Reporting Board. 
The ESCS Cooperatives unit provides research and technical and educa- 
tional assistance to help farmer cooperatives operate efficiently. 
Through its information program, ESCS provides objective and timely 
economic and statistical information for farmers, government policy- 
makers, consumers, agribusiness firms, cooperatives, rural residents, 
and other interested citizens. 




